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Under the President’s 
Tax Reform Proposal?
Will Your Tax Bill Rise Under 
the President’s Tax Reform 
Proposal?
Tax reform is raising a lot of questions. Will I pay more in taxes if the 
President’s tax reforms are enacted? Or will the new brackets in the 
proposal lower my tax bill? What’s going to happen with my mortgage 
interest deduction? How will new IRA rules affect me?
Here is a worksheet to help you estimate how tax reform affects you. 
To use the worksheet, you’ll need your 1984 federal income tax return. 
You’ll be able to fill in some of the blanks on the worksheet with entries 
directly from your Form 1040. Use this guide, which refers step by step to 
the worksheet, for instructions on specific provisions proposed by the 
President. The worksheet allows you to compare what you actually paid 
in federal tax in 1984 with what you would have paid if the tax reform 
measures were in force, and it shows you which provisions in the 
reform proposal will affect your personal financial picture.
INCOME
The rules for figuring your taxable income will be changed in 
several ways under the President’s proposal.
Health insurance
If your employer pays for your health in­
surance, some of what’s paid for the pre­
mium will be added to your income and 
taxed. Up to $120 for a single and $300 for 
a family can be added to your annual 
income if your employer pays for your 
health coverage.
Dividends
The dividend exclusion under the Presi­
dent’s plan will be eliminated. You must 
include as income all dividends.
Capital gains
The rules remain similar: Short-term  
gains of six months or less are fully tax­
able. Half of the gain on investments held 
more than six months is not taxed. As in 
1984, net losses of more than $3,000 must 
be carried over to succeeding years.
ADJUSTMENTS TO INCOME
A couple of adjustments to income, which are actually tax 
deductions, will be lost and a couple of new ones will be added 
under the President’s plan.
TAX COMPUTATION
This section highlights a couple of other important parts of the 
President’s tax reform plan.
IRAs
Married couples with one working spouse 
would get a hefty tax break. Currently, a 
couple with one working spouse could 
contribute no more than $2,250 to an 
IRA. The President’s plan would boost 
that amount to $4,000.
Employee business expenses and 
miscellaneous deductions 
Taxpayers must add up unreimbursed em­
ployee business expenses (from page 1 of 
1040 line 25) and miscellaneous deduc­
tions (from Schedule A line 23). You’ll get 
a tax break for any employee business ex­
penses and miscellaneous deductions 
that exceed one percent of your adjusted 
gross income.
Child care
The credit for child care expenses would 
be replaced with a deduction under the 
President’s plan. You would get a deduc­
tion of up to $2,400 for the care of one 
child and $4,800 for two or more children.
Exemptions
Exemptions will nearly double to $2,000. 
You would generally claim one for your­
self, your spouse and for each dependent. 
Those 65 and older and the sightless 
would no longer receive an extra exemp­
tion, but they may be entitled to a new tax 
credit.
ITEMIZED DEDUCTIONS
Many itemized deductions will be lost if the President’s pro­
posals are adopted, and those that remain would be less valu­
able because tax brackets will be lowered. Someone currently 
in the 50 percent bracket gets a 50 cent tax savings for every 
deductible dollar. Under the proposed bracket schedule, it 
would be worth only 35 cents. In addition, specific deductions 
have been limited.
New tax rates
Finally, to get your estimated tax bill under 
the President’s proposal, use the tax rate 
schedule provided on the worksheet. It 
would replace the current 14 brackets 
with just three brackets.
Interest deductions 
A $5,000 cap will be placed on interest 
deductions. The interest cap is raised, 
however, by the amount you earn on in­
vestments. For example, the interest cap 
for someone with $10,000 in income from 
bonds would rise to $15,000 ($5,000 plus 
the $10,000 investment income). Mortgage
interest on your principal residence is not to be included with 
interest that’s subject to the $5,000 cap. Mortgage interest on a 
second home, however, is included with other interest subject 
to the $5,000 cap.
Zero brackets amounts (ZBAs) 
Formerly referred to as standard deduc­
tions, ZBAs will go up in value. The ZBA 
for single persons would be $2,900 and it 
would be $4,000 for joint filers. If the total 
of your itemized deductions is greater 
than your ZBA, it pays for you to itemize.
How Tax Reform Affects You
Use this worksheet to see how you would be affected by the President’s tax reform plan. You’ll need to 
enter your 1984 federal income tax return information onto the worksheet. The numbers on the right 
hand side tell you which line on your 1984 tax form must be inserted in the blanks. Compare what you 
actually paid in 1984 with what you would pay if  the tax reform measures were in force. Use the accom­
panying instructions for details on specific provisions of the tax reform plan.
Line on Form 1040
Income
1. Wages and  salaries 7
2. Em ployer-paid health insurance
3. Interest incom e 8
4. Dividends 9a
5. Business incom e or (loss) (See your Schedule C or F) 12, 19
6. Capital G ains 13, 14, 15
7. Pensions, annuities, IRA withdrawals & Social Security
benefits (use portion taxed in 1984 on line 21b — Form 1040) 16,17b, 21b
8. Rents, royalties, partnerships, estates, trusts 18
9. Unem ploym ent, workm en’s com pensation 20
10. O ther incom e 11,22
11. Total Incom e (add lines 1-10)
Adjustments to Income
12. M oving expenses, savings penalties and  alim ony paid 24, 28, 29 __________
13. IRA and  Keogh contributions 26a, 27 __________
14. Child care __________
15. Total A djustm ents (add lines 12-14) __________
16. Adjusted Gross Income (line 11 less line 15) __________
Itemized Deductions
I f  you do not itemize, skip lines 17-23 and enter amount from line 16 on line 24
17. M edical expenses (in excess o f 5% of Adjusted Gross Income)
18. Interest on your hom e mortgage
19. O ther interest
20. C haritable contributions
21. Total Item ized D eductions (add lines 17-20)
22. Zero Bracket A m ount
23. Excess Item ized D eductions (line 21 less line 22)
Schedule A
5 __________
11a, b __________
12, 13 __________
18 __________
Tax Computation
24. AGI (line 16) less Excess Item ized D eductions (line 23) __________
25. Employee business expenses and  misc. deductions __________
26. Exem ptions __________
27. Taxable Income (line 24 less lines 25 and  26) __________
28. Tax (per tax schedule below) (Com pare to line 38) __________
Taxable
income
$2,900
$18,000
$42,000
Single
Tax
$0
$2,265
$8,265
Rate on 
excess
15%
25%
35%
Taxable
income
$4,000
$29,000
$70,000
Joint
Tax
$0
$3,750
$14,000
Rate on 
excess
15%
25%
35%
The worksheet cannot provide for all the complexities involved 
in some returns or for the changes in the President’s plan that 
are made in the final tax reform bill, but it gives most people a
clear idea of how the President’s reform plan will affect their tax 
bill if it becomes law.
